
Cabarrus Bank & Trust. 

700 Church Street, North • Post Office Box 1970 • Concord, North Carolina 28026 -1970. 
Telephone: (704) 262-3855 • Fax: (704) 262-9866. 

www .CabarrusBankandTrust .com, 

October 11, 2012. 

Jennifer J. Johnson 
Secretary 
Board of Governors of the Federal Reserve System 
20th Street and Const i tu t ion Avenue, N W 
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Washington, DC 20219. 
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Washington, DC 20219. 

Re: Basel I I I Proposals. 

Ladies and Gent lemen: 

Cabarrus Bank & Trust appreciates the oppor tun i t y to submi t commen ts in regards to Basel I I I's 

proposed ru lemaking (NPRs). foot note 1. 

NPRs are: Regulatory Capital Rules: Regulatory Capital, Implementation of Basel I I I, Minimum Regulatory Capital Ratios, Capital Adequacy, and 

Transition Provisions; Regulatory Capital Rules: Standardized Approach for Risk-weighted Assets; Market Discipline and Disclosure and 

Disclosure Requirements; and Regulatory Capital Rules: Advanced Approaches Risk-based Capital Rules; Market Risk Capital Rule. end of foot note. 

t ha t were recent ly approved and released on June 12, 2012 by the jo in t 

agencies ( " the agencies") including: the Federal Reserve Board, the Off ice of the Comptro l le r of the 

Currency, and the Federal Deposi t Insurance Corporat ion. 

Cabarrus Bank & Trust is a c o m m u n i t y - o w n e d and operated fu l l service bank tha t is part o f the 

Uwharr ie Capital Corp fami ly of f inancial services. Our four major business groups are Corporate 

Banking, Personal Banking, Convenience Banking and Weal th Management . Cabarrus Bank & Trust has 

a developed and successful core strategy of bui ld ing deep, long- term cus tomer relat ionships in which 

we are a t rus ted advisor and pr imary banking partner. Our company is c o m m u n i t y focused w i t h an 

emphasis on local decis ion-making and strong commun i t y suppor t . We focus on the wel l being of our 

commun i ty , del iver ing products and services w i t h the best interest of our customers in mind. 

We recognize the massive chal lenges that the agencies face developing a system tha t accurately 

reflects risks across the universe of f inancial inst i tut ions f rom small c o m m u n i t y banks to Bank of 

America, all wh ich are part o f the same system. Cabarrus Bank & Trust suppor ts the agencies' desire to 

address the apparent capital shortage in the industry. As we have considered the proposals and 



the i r impl icat ions w i t h i n the indust ry , w e bel ieve several o f these changes, in pract ice, w i l l counteract 

the in ten t ions o f t he agencies. page 2. 

The areas that w e fee l w i l l have the highest negat ive impact to Cabarrus Bank & Trust, as we l l as all 

o t h e r c o m m u n i t y banks, are: 

• Accumu la ted Other Comprehens ive Income (AOCI) as a c o m p o n e n t o f Tier 1 Capital. 

• M i n i m u m Capital Ratios, Capital Conservat ion Buf fer , and Prompt Correct ive Act ion 

requ i remen ts . 

Standardized Approach fo r Risk-weighted Assets. 

o Resident ia l Mor tgage Exposure. 

Accumulated Other Comprehensive Income (AOCI) as a component o f Tier 1 Capital. 

The proposal r e c o m m e n d s tha t AOCI, inc luding unreal ized gains and losses on securi t ies, be included as 

part o f Tier 1 capi ta l . Our p r imary concern w i t h th is proposal is th is could create substant ia l volat i l i ty in 

the banks' capi tal rat ios, wh i ch may also produce inconsistent repor t ing . This is a concern because the 

vo la t i l i t y in the AOCI fo r Avai lable-for-Sale (AFS) inves tment securi t ies is a result o f changes in the 

marke t in terest rates and no re f lec t ion o f the credi t qual i ty or o the r risk associated w i t h the investment . 

GAAP al lows banks to choose b e t w e e n Held to M a t u r i t y (HTM), Avai lable fo r Sale, and Trading methods. 

If a bank has the i n t en t i on and the abi l i ty to hold a secur i ty to ma tu r i t y , they can choose HTM or AFS 

me thods ; o therw ise , the secur i ty mus t be cons idered t rad ing in wh ich the marke t risk is captured and 

re f lec ted in the i r capi ta l . W e bel ieve th is change w o u l d fo rce banks to place all secur i t ies in HTM, 

essent ial ly ignor ing the marke t risk and mis represent ing the value of t he por t fo l i o to shareholders. In 

add i t ion , these changes w o u l d a l ter the strategies o f c o m m u n i t y banks' po r t fo l i o managers by ent ic ing 

t h e m to have an increased concen t ra t i on o f inves tments in sho r t - t e rm t reasur ies wh i ch w o u l d result in a 

decrease of in terest income. Decreased income f lows d i rect ly t h rough to p roduce l ower reta ined 

earnings and capi tal , coun te r to the agencies goals. 

M i n i m u m Capital Ratios, Capital Conservation Buffer, and Prompt Corrective Action requirements. 

The agencies have i n t roduced several changes regarding capi ta l rat ios, m i n i m u m s , and buf fers . The 

p roposed recommenda t i ons create a new Tier 1 c o m m o n capi tal rat io, adjust t he cu r ren t p romp t 

cor rect ive ac t ion (PCA) m i n i m u m s and in t roduce a new 2.5% buf fe r above and beyond the current PCA 

"we l l -cap i ta l i zed" rat ios, wh i ch are 2% above "adequa te ly capi ta l ized" . W e unders tand the impor tance 

o f c o m m o n equ i t y and the r e c o m m e n d e d ad jus tmen ts to the m i n i m u m s and are not opposed to these 

modi f i ca t ions ; however , w e bel ieve the new buf fers create confus ion and inconsis tent ly restr ict 

m a n a g e m e n t act ions. W e r e c o m m e n d the agencies consider con t inu ing the use o f cur ren t mon i to r ing 

procedures and apply the buf fers and restr ic t ions associated, as needed, t h rough f o r m a l en fo rcemen t 

act ions; simi lar to the cu r ren t pract ices. W e bel ieve the agency w i l l create confus ion w i t h the add i t ion 

o f new rat ios, a change in the m i n i m u m s , and the creat ion of buf fers. Var ious rest r ic t ions wi l l be 

en fo rced based on vary ing calculat ions pu t t i ng add i t iona l capi ta l pressure on c o m m u n i t y banks. page 3. 



Standardized Approach for Risk-weighted Assets (Including Residential Mortgage Exposure). 

In t he cur ren t PCA r isk-weight ing o f res ident ia l mor tgage loans, the re are t w o risk p rem iums 

(percentages) appl ied to these loan types based on the i r l ien posi t ion. The Basel I I I proposal establishes 

a matr ix fo r these loans ranging f r o m 35% to 200% r isk-weight ing dr iven by l ien pos i t ion and loan to 

value (LTV) rat ios. A large po r t i on o f c o m m u n i t y banks' mor tgage loans in the i r po r t fo l i o (not 

secur i t ized and sold in the secondary market ) are j un io r l iens. W i t h the recent decl ine in proper ty 

values, these loans carry a h igher LTV and the re fo re w o u l d bear a h igher r isk-weight ing w i t h the 

proposal . Again, t h e consequence o f these recommenda t i ons wi l l resul t in l ower capi ta l rat ios and wi l l 

in no way be a re f lec t ion o f a change in the credi t qual i ty . The ca lcu la t ion based on 200% wi l l generate 

increased unnecessary w r i t e - d o w n and provis ion t o preserve capital . If a loan fails to pay and there is 

no remain ing col lateral , t he m a x i m u m a bank can loose is 100%; the re fo re , th is 200% requ i rement 

unfa i r ly burdens banks' capi ta l , and results in negat ive consequences to the investors and customers. In 

add i t ion to our concerns w i t h the impact to c o m m u n i t y banking, ou r concern is also w i t h the ent i re local 

economic system. The f inancia l services indust ry , especial ly local c o m m u n i t y banks, are a ref lect ion of 

the i r economies. These changes in risk p rem iums for resident ia l mor tgage loans are go ing to incent 

banks to reduce mor tgage loans in o rde r to comp ly w i t h the a f o r e m e n t i o n e d add i t iona l capital 

requ i rements . This wi l l pu t undue pressure on the housing marke t f r o m the lack o f avai lable f inancing 

and con t inue our anemic recovery. 

In conclusion, Cabarrus Bank & Trust is g ra te fu l fo r the o p p o r t u n i t y to c o m m e n t on the proposal. W e 

suppor t the in ten t ions o f the agencies to improve the capi tal f r a m e w o r k in the f inancia l services 

indust ry and apprec ia te the concern and focus to bui ld the banks' capaci ty to absorb losses dur ing rough 

economic t imes, s imi lar to the recent recession, bu t bel ieve the cu r ren t proposa l needs revision to be 

palatable to all in te res ted part ies. Increased vo la t i l i t y in Tier 1 capi tal , h igher capi tal requ i rements , and 

a higher r isk-weight ing o f assets wi l l resul t in a reduced abi l i ty to leverage capi ta l fo r g row th . This 

reduced g r o w t h wi l l requ i re banks to pay a d iv idend to suppor t the i r s tagnant stock price. The proposed 

changes wi l l impede this by l ower ing the rate o f re turn , all end ing in a l ower t rad ing value. 

Fur the rmore , all o f these increased regulat ions requ i re more m a n p o w e r , wh i ch increases overhead, 

lower ing earnings and decreases capi tal , again coun te rp roduc t i ve to the i n ten t i on o f t he agencies. 

Thank you for tak ing the t i m e to l isten to ou r concerns and if you have any quest ions or w o u l d like any 

add i t iona l i n f o r m a t i o n please feel f ree to contac t us. 

Sincerely, signed. 

Patricia K. Ho r ton 

President & CEO 

Cabarrus Bank & Trust 


